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High-Level Themes: Governor Baker’s Fiscal 2021 Budget
First Look at the Governor’s Budget Recommendation for Fiscal 2021

Governor Charlie Baker published his budget recommendation for state fiscal year 2021
on January 22, 2020. The plan, also known as House 2 (H.2), is the sixth budget proposal
developed by Gov. Baker and the second since his re-election in November 2018.

This policy brief summarizes some of the high-level themes of H.2 and raises a series of
questions for further review and analysis in the weeks ahead.

Key Takeaways

e H.2 seems to adhere to the spirit of the education finance reform law enacted in
November 2019, but more analysis is required to unpack the details of how the
changes are proposed to be implemented.

e The Governor’s transportation proposals highlight the problems confronting the
state’s transportation system and heighten the importance of efforts like the
Transportation Table (T3), which suggested governance changes, new revenue
sources, and a comprehensive plan for investing in public infrastructure.!

e The governor’s plan appears to include budget solves totaling at least $820
million in fiscal 2021, largely consistent with the starting gap projected by MTF.>

e H.2relies on $341 million in tax revenue adjustments, most of which have been
proposed and rejected in the past. It is unclear how the discussion in the new
budget cycle will be different from previous years.

1 For more information, see The Transportation Table Overview of Recommendations by the Transportation
Table coalition, November 2019.

2 For more information, see First Look: Tough Choices Ahead in Fiscal 2021 by the Massachusetts Taxpayers
Foundation, January 15, 2020.
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https://www.masstaxpayers.org/sites/masstaxpayers.org/files/T3_FullReport_Nov2019.pdf
https://www.masstaxpayers.org/sites/masstaxpayers.org/files/Fiscal%202021%20First%20Look%201.15.20.1.pdf

Summary Budget Outlook by Related Functions

Breakdown by Secretariat or All Other. Figures in $ millions

FY20 GAA FY20 Est Spend FY21 MTF Model FY21 H.2
Administration & Finance 2,627.1 2,573.1 2,603.0 2,645.9
Education 9,116.5 9,236.3 9,658.4 9,600.3
Energy & Environmental Affairs 294.0 310.1 287.2 298.0
Health & Human Services 23,503.7 23,665.8 24,069.2 24,002.1
Housing & Economic Development 618.3 643.3 643.9 605.6
Labor & Workforce Development 75.8 79.8 97.5 80.1
Public Safety & Security 1,268.1 1,306.6 1,254.7 1,318.2
Technology Services & Security 37.5 37.5 36.3 56.8
Transportation 698.5 798.5 785.1 8534
subtotal 38,239.5 38,651.0 39,435.3 39,460.5
All Other 4,869.0 5,019.6 5,038.3 5,104.6
reversion assumption -90.0
Total 43,108.5 43,580.6 44,473.6 44,565.1

H.2 vs FY20GAA

H.2 vs FY20 Spend

H.2 vs MTF Model

Schange % change Schange % change Schange % change
Administration & Finance 18.8 0.7% 72.8 2.8% 42.9 1.6%
Education 483.9 5.3% 364.0 3.9% -58.1 -0.6%
Energy & Environmental Affairs 4.0 1.4% -12.2 -3.9% 10.8 3.8%
Health & Human Services 498.4 2.1% 336.4 1.4% -67.1 -0.3%
Housing & Economic Development -12.7 -2.1% -37.7 -5.9% -38.3 -5.9%
Labor & Workforce Development 4.3 5.6% 0.3 0.4% -17.4 -17.8%
Public Safety & Security 50.1 4.0% 11.6 0.9% 63.5 5.1%
Technology Services & Security 19.3 51.5% 19.3 51.5% 20.5 56.5%
Transportation 154.9 22.2% 54.9 6.9% 68.4 8.7%
subtotal 1,221.0 3.2% 809.5 2.1% 25.2 0.1%
All Other 235.6 4.8% 85.1 1.7% 66.3 1.3%
Total 1,456.7 3.4% 984.6 2.3% 91.5 0.2%
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Fiscal Overview

H.2 proposes $44.6 billion in budgeted spending excluding transfers to the
Medical Assistance Trust Fund, pension system, interfund transfers, and
chargeback spending, an increase of $985 million and 2.3 percent over fiscal 2020
estimated spending (as depicted on Page 2).?

The plan includes a deposit of approximately $310 million to the Commonwealth
Stabilization Fund, the state’s “rainy day” fund, and is projected to raise the fund
balance to $4.3 billion by the end of fiscal 2021.

The spending plan is supported by the consensus tax revenue estimate of $31.151
billion in tax revenue, implying growth of 2.8 percent over the revised fiscal 2020
tax benchmark and approximately $341 million in tax adjustments, including
$317 million from adopting Accelerated Sales Tax Remittance (ASTR) for sales
tax collections and a variety of other smaller changes.

H.2 anticipates $19.3 billion in non-tax revenue, including $12 billion in federal
reimbursements (primarily for MassHealth, the state’s combined
Medicaid/Children’s Health Insurance Plan program), $4.9 billion from fees,
fines, penalties, and other departmental revenue, and transfers from authorities
of $2.5 billion.

Highlights from Key Policy Areas
Local Aid & Education

H.2 proposes $1.16 billion in funding for Unrestricted General Government Aid
(UGGA) for cities and towns, an increase of $32 million, or 2.8 percent, over fiscal
2020 levels and consistent with Governor Baker’s pledge to align UGGA
increases with projected tax revenue growth.

The governor’s plan recommends approximately $5.5 billion for Chapter 70, the
state’s primary education cost sharing program with school districts, an increase
of $304 million or 5.9 percent over fiscal 2020 and adhering to the spirit of the
education finance reform law adopted in November 2019.

H.2 includes approximately $1.17 billion in spending for public higher education
institutions, including $571 million for the University of Massachusetts and $598
million for the state university system and community colleges, representing an
increase of 1 percent compared to fiscal 2020 estimated spending.

3 This preliminary spending comparison varies from figures published by the Executive Office for
Administration and Finance due to structural differences in calculating total spending in fiscal 2020 and
fiscal 2021.
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MassHealth & Other Health and Human Services

e Funding for MassHealth, the state’s largest program providing health care
benefits more than 1.8 million residents, is projected to increase to $16.8 billion,
an increase of $102 million or 0.6 percent over fiscal 2020.

e Net of federal reimbursements, state costs for MassHealth will total $6.7 billion,
an increase of $35 million, or 0.5 percent.

e These figures include the impact of “timing shift”, which moves certain
MassHealth spending from fiscal 2021 to fiscal 2020 in order to manage costs
among fiscal years.

e Other health and human service programs, such as the Department of Children
and Families or the Department of Mental Health, will spend nearly $7 billion in
fiscal 2021 under the Baker plan, an increase of $237 million or 3.5 percent
compared to fiscal 2020 estimated spending. These programs represent an area of
the budget that has grown rapidly in recent years.

Transportation

e H.2 includes total support for the Massachusetts Department of Transportation
of $548 million, an increase of $78 million or nearly 17 percent over fiscal 2020
levels. This reflects support for snow and ice control costs of $95 million in fiscal
2021, an increase of $40 million over fiscal 2020, $8 million for the Registry of
Motor Vehicles, and additional funding for other initiatives related to addressing
traffic congestion and other issues.

e The governor’s plan provides nearly $1.4 billion in total support for the
Massachusetts Bay Transportation Authority (MBTA), an increase of $135 million
or 11 percent compared to the fiscal 2020 GAA. A portion of this increase is the
result of a proposal to increase the existing fee on Transportation Network
Companies (TNCs) from $0.20 to $1 while another part is supported from
additional sales tax revenue assumed from ASTR. This funding is targeted at
improving safety and reliability efforts highlighted in the MBTA Safety Review
Panel report from December 2019.* The governor’s proposal represents a reversal
of his previous position in opposition to new revenue sources for transportation
needs.

e The Governor also proposes to expand and extend the MBTA Fiscal Management
and Control Board (FMCB) from five members to seven and allow for
municipalities to select a representative to advocate for their interests on the
reconstituted MBTA board.

4 MBTA Safety Review Panel Final Report. December 9, 2019.
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https://cdn.mbta.com/sites/default/files/2019-12/2019-12-09-fmcb-B-safety-review-panel-final-report-accessible.pdf

Regional Transit Authorities (RTAs) are funded at $94 million in H.2, an increase
of approximately $4 million and 3.9 percent over fiscal 2020 levels.

Public Safety

Funding for the Massachusetts State Police totals $413 million in the H.2
proposal, a slight decrease from fiscal 2020 levels for the embattled state agency.
H.2 includes $711 million in spending for the Department of Correction’s main
facility account, representing $16 million in additional spending, or 2.3 percent
growth compared to fiscal 2020.

H.2 also includes $680 million for Sheriffs’ departments across the
Commonwealth, an increase of $20 million or 3 percent compared to fiscal 2020
estimated spending and more than $66 million and 11 percent above spending
levels approved in the fiscal 2020 GAA, highlighting the significant disagreement
between policymakers and the sheriffs about appropriate spending levels.

Debt Service

H.2 includes $2.6 billion for the Commonwealth’s debt service payments,
including an increase of just $9 million, or 0.3 percent, over fiscal 2020 spending
levels.

Policy Questions for Further Review and Analysis

)-

How faithfully does H.2 implement the Student Opportunity Act?

What are MassHealth cost growth trends on a gross and net basis over time with
appropriate adjustments for the impacts of “timing shift” and other management
actions?

How did the Governor solve the projected $880 million starting gap in fiscal
20217

What does the future look like for the state’s “rainy day” fund, the
Commonwealth Stabilization Fund?

What does the H.2 proposal imply about the future of legalized gaming in
Massachusetts, including both the state’s existing gaming facilities and the
potential impact of sports wagering?

What is the current status of criminal justice reform in Massachusetts?

What is the current status of efforts to address the Commonwealth’s unfunded
obligations related to pension liabilities and other post-employment benefits
(OPEB)?
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Fiscal 2021 Proposed Budget Solves

Comparison of MTF Potential Solves vs H.2 Proposed (Initial Analysis)
Revenue Changes MTE H2 diff
Consensus Tax Revenue 233.0 233.0 0.0
Proposed Last Year
Accelerated Sales Tax Remittance (ASTR)  306.0 317.0 11.0
ASTR to MBTA/MSBA -77 .4 -80.0 -2.6
Net ASTR 228.6 237.0 8.4
Sports Wagering 35.0 35.0 0.0
Opioids Gross Receipts Tax 14.0 16.0 2.0
Life Science Tax Credit Cap 5.0 5.0 0.0
Sales Tax Integrity 2.0 2.0 0.0
Sales Tax Integrity to MBTA/MSBA 0.0 -0.2 -0.2
Net Sales Tax Integrity 2.0 1.8 -0.2
Subtotal, Proposed Last Year 284.6 294.8 10.2
Fund Balance Sweeps
CCTF Fund Sweep 95.3 0.0 -95.3
Debt Reduction Fund 18.5 0.0 -18.5
Race Horse Development Fund 13.3 0.0 -13.3
Subtotal, Fund Balance Sweeps 127.1 0.0 -127.1
Other Revenue Measures
High Cost Drug Penalties 0.0 19.0 19.0
Assume Tax Related Settlements 50.0 50.0 0.0
Repurpose Gaming Revenue 36.0 0.0 -36.0
Subtotal, Other Revenue Measures 86.0 69.0 -17.0
Total Revenue Changes 730.7 596.8 -133.9
Spending Changes
MassHealth Timing Shift (Net) -100.0 -100.0 0.0
Revise SOA Implementation Schedule -173.6 -123.3 50.3
Agency Line Item Cuts ? ?
Subtotal, Spending Changes -273.6 -223.3 50.3
Proposed Budget Solves 1,004.3 820.1 -184.2

Figqures in $ millions.

Figure 1: Comparison of MTF-identified potential solves versus Proposed Solves in H.2
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About the Massachusetts Taxpayers Foundation
The Massachusetts Taxpayers Foundation (MTF) is a non-partisan research
organization that serves as an independent source of information for the

Commonwealth’s decisionmakers.

Founded in 1932, MTF’s mission is to provide accurate, unbiased research with
balanced, thoughtful recommendations that strengthen the state’s finances and
economy in order to foster the long-term wellbeing of the Commonwealth.

MTF contributes to the public policymaking process in several ways, including an
annual forecast of tax revenue provided as part of the state’s consensus tax revenue
deliberations, budget planning and tracking, policy research on major issues such as
transportation financing, the opioid epidemic, the income surtax, and migration trends,

and supporting policymakers and opinion leaders with high quality analysis.
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